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TIPS FOR BUSY READERS
MARY F. HALL, CPA, Editor
“Accounting for Leases,” W. J. Vatter, 
Journal of Accounting Research, Autumn, 1966, 
Volume IV, Number 2.
This article was written in reaction to the 
Accounting Principles Board Opinions 5 and 7. 
These two opinions pertain to accounting treat­
ments of leases on the books of the lessee and 
the lessor. Mr. Vatter deals with three separate 
issues: 1. What are the accounting elements, in 
terms of services and obligations, which are 
created when a lease contract is signed? 
2. What relationship exists between the dis­
counting process and periodic charges or cred­
its to the income statement, such as amorti­
zation, income, or expense? 3. If the lessor’s 
cost of leased property is less than the dis­
counted value of future rentals, at what point 
should the lessor recognize this  difference as 
income?
Mr. Vatter holds that a lease establishes 
bona fide asset and liability elements for both 
the lessee and the lessor. The lessee has valid 
future service potential because of his right to 
the use of the leased property. The fact that 
title has not passed does not negate his legal 
right to these services although the lack of own­
ership title requires disclosure. The lessee is also 
clearly obligated, by the terms of the lease, to 
make specific payments which can be measured 
and recorded.
The lessor has acquired a valid legal re­
ceivable which ought properly to be recorded 
as an asset; he has also an obligation to provide 
a future service and this, by definition, is a 
valid liability.
Mr. Vatter takes issue with the implication 
in APB 7 that only two valid methods exist 
for accounting for leases: i.e., the financing 
method and the operating method. Through 
a series of examples and tables, Mr. Vatter il­
lustrates that on the lessor’s books the cost of 
the leased asset can be amortized using various 
methods. He illustrates first an amortization 
schedule which allows revenue to be a con­
stant percentage of the net investment, using 
an interest rate which equates the present 
worth of the rental payments to the cost of 
the property.
In the second illustration he shows an amor­
tization schedule based on an interest rate 
which is equal to the assumed interest cost for 
the lessor. The two methods illustrated result 
in different schedules for income before inter­
est charges and for amortization; however, the 
net income after capital costs are equal in 
the two cases. Mr. Vatter then illustrates that 
the cost of the asset can be amortized using the 
sum-of-the-years’ digits method of depreciation 
with a selected interest rate applied to obtain 
present worth of the depreciation amounts. He 
also shows that an amortization schedule can 
be built assuming different interest rates for 
the various years of the lease.
Included in the article are a series of journal 
entries which could be used by the lessor. The 
receivable is discounted at the financing rate, 
the liability is discounted at the assumed cost 
of interest, and the difference is deferred lease­
hold revenue. Each year adjusting entries would 
be required to reflect the interest factors; the 
cash receipt and straight-line (or other method) 
depreciation would be recognized.
The entry required on the lessee’s books 
would include a liability determined by dis­
counting lease payments at the lessee’s inter­
est cost of capital. Mr. Vatter reminds the read­
er that the lessee would not know the original 
cost of the asset to the lessor nor the lessor’s 
interest rate. He would logically use as dis­
count the interest rate he would have to pay 
for borrowed capital. He could select his meth­
od of depreciation (straight-line, sum-of-the- 
year digits, declining balance) and by dis­
counting the separate depreciation charges at 
his interest cost of capital, the value of the 
leasehold asset to him would be determined. 
The difference between the liability and the 
asset so calculated is the deferred interest 
charge on his books.
Mr. Vatter concludes that accounting for 
leases is not substantially different than ac­
counting for any other type of transaction. He 
sees no need for difference in accounting treat­
ment by the lessor or the lessee. Money does 
have time value, and this should be recognized. 
The rate of interest selected should reflect the 
cost of capital; both asset and liability seg­
ments of the transaction should be recognized; 
it is important to avoid a fast write-off of the 
leased asset on the lessor’s books when a lia­
bility still exists to the lessee.
This article may appear overly involved and 
academic at first glance; however, accounting 
methods are becoming more sophisticated and 
present worth computations are not really that 
difficult in this day of the computer. Certainly 
Mr. Vatter’s arguments concerning recognition
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on both sets of books of the asset and liability 
elements involved in leases is consistent with 
good accounting theory and practice. Interest 
costs and interest income ought to be meas­
ured by both the lessor and the lessee. This 
article should stimulate a great deal of dis­
cussion in connection with the recent APB 
opinions.
Dr. Marie E. Dubke, CPA 
Central Michigan University 
Mount Pleasant, Michigan
“Depreciation Decimals Schedules,” Garfield 
G. Thatcher, Thatcher Publishing Company, 
Hollywood, Florida, 1967, 20 pages, $4.00.
This booklet is designed for the practicing 
accountant to produce a desired depreciation 
figure by multiplying by a single five-digit 
decimal.
A single schedule gives a decimal for each 
total month of the first year. The straight line 
method gives a decimal for the total years in­
dicated. Decimals may be added to produce 
any combination of months and years.
(continued on page 15)
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EDITOR'S PAGE
We are pleased to publish in this issue the 
manuscript of an address by The Honorable 
Manuel F. Cohen, Chairman, Securities and 
Exchange Commission, before the Washington, 
D.C. Chapter of the American Society of Wo­
men Accountants on May 9, 1967.
Manuel F. Cohen has been a member of the 
Securities and Exchange Commission since 
1961 and Chairman since August 1964. Mr. 
Cohen has been employed by the SEC since 
1942, serving as Chief Counsel to the Division 
of Corporation Finance, Adviser to the Commis­
sion, and Director of the Division of Corpora­
tion Finance. In 1965 he received the SEC’s 
Distinguished Service Award. In 1961 the Pres­
ident appointed Mr. Cohen to the Council of 
the Administrative Conference of the United 
States.
Mr. Cohen is a member of the American Bar 
Association, the New York Bar, the Federal Bar 
Association and the The American Society of 
International Law. Since 1958 he has been a 
Professorial Lecturer in Law at George Wash­
ington University Law School.
1967 AWSCPA-ASWA Joint Annual Meeting
The 27th AWSCPA-ASWA Joint Annual 
Meeting will be held in Portland, Oregon, 
September 20 to 23, at the Sheraton Motor Inn.
“Objectives in Action” will be the theme of 
the technical program which will be pre­
sented by distinguished speakers. The annual 
business meetings of AWSCPA and ASWA 
will be held during the meeting. In addition, 
Portland promises beautiful scenery and ex­
citement from ski level to sea level.
Information can be obtained by writing to 
Portland Chapter-ASWA, 7612 S. E. 32nd 
Avenue, Portland, Oregon, 97202
CHANGE OF ADDRESS
Whenever you have a change of address, 
you must notify us of your new address if 
you wish to continue receiving the magazine. 
If your magazine is not delivered and is re­
turned to us, we shall have to discontinue 
mailing to you until we hear from you.
To change your address, please print your 
name, new address and zip code number and 
send to THE WOMAN CPA 327 South La­
Salle Street, Chicago, Illinois 60604.
Annual Meeting 
American Woman’s Society of 
Certified Public Accountants
In accordance with Article V, Sections 1 
through 4, of the Bylaws of the American 
Woman’s Society of Certified Public Account­
ants, notice is hereby given that the regular 
Annual Meeting of the Society will be held 
at 9:00 A.M. on Saturday, September 23, 
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Since the 150% and the 200% declining bal­
ance methods and the sum-of-the years digits 
method all produce a different figure for each 
succeeding year, each decimal has been cal­
culated to produce the depreciation for the 
specific year. Prior years’ depreciation amounts 
are available by adding the decimals for the 
years and months desired and then multiplying.
The schedules chosen for inclusion in the 
booklet cover the years stated in the guidelines 
of Revenue Procedure 62-21 and meet the 
requirements of Internal Revenue Regulations 
1.167(a)-1, 1.167(b)-0, and 1.167(c)-l, ac­
cording to the author.
The booklet was specifically designed to be 
a compact, handy, efficient working tool and 
should be helpful to anyone who studies it a 
bit to learn the applicability of the formulas 
presented.
M. F.H.
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